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Introduction 

1. I was engaged to audit the accompanying financial statements of the Naledi Local 
Municipality, which comprise the statement of financial position as at 30 June 2011, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages [XX] to [XX]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue 
Act of South Africa, 2010 (Act No. 1 of 2010) (DoRA), and for such internal control as 
management determines necessary to enable the preparation of financial statements that are 
free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution the Republic of South Africa and section 4 of 
the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my responsibility is to 
express an opinion on the financial statements based on conducting the audit in accordance 
with the International Standards on Auditing and General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010. Because of the matters described in the 
basis for disclaimer of opinion paragraphs, however, I was unable to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Corresponding figures 

4. I was unable to obtain sufficient appropriate audit evidence for the comparative figures of non- 
current assets of R175 717 144; current assets of R53 277 054; total net assets of 

R62 267 442; non-current liabilities of R16 906 946 and current liabilities of R149 819 810 due 
to most of the matters giving rise to the prior year qualifications remaining unresolved. 
Consequently, I was unable to satisfy myself as to the accuracy and valuation, occurrence, 
classification and understandibility and rights and obligations of comparative balances 
included in the statement of financial position. EX 42 EX 89 EX 128 

Property, plant and equipment 

5. The nature of the municipality’s accounting records did not facilitate the easy identification and 
location of assets recorded in the financial statements. I was unable to trace assets of 

R13 294 654 to the accounting records of the municipality. I was also unable to physically 
verify the existence of assets of R4 068 348. Furthermore I identified an unexplained 
difference of R2 487 521 between the asset register and the amount disclosed in note 4 to the 
financial statements. The municipality’s records did not permit the application of alternative 



audit procedures. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the existence, valuation and allocation and completeness of property, plant and 
equipment of R169 812 317 (2010: R168 253 979) as disclosed in note 4 to the financial 
statements. EX 65 EX 74 EX 79 

6. I was unable to obtain sufficient appropriate audit evidence to substantiate the ownership of 
buildings of R39 434 988 included in property, plant and equipment as disclosed in note 4 to 
the financial statements. The municipality’s records did not permit the application of alternative 
audit procedures. Consequently I was unable to determine the municipality’s rights to 
properties of R39 434 988. EX 92 

7. Value added tax (VAT) of R1 012 877 was incorrectly capitalised as property, plant and 
equipment, resulting in an overstatement of property, plant and equipment and an 
understatement of VAT receivable to the same amount. EX 32 

Consumer Debtors 

8. SA Standards of GRAP, IAS 39, Financial Instruments: Recognition and Measurement, 
requires that after initial recognition, loans and receivables shall be measured at amortised 
cost using the effective interest method. Contrary to this requirement the municipality could not 
provide sufficient appropriate audit evidence that the above requirements were considered. 

The municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to determine the valuation and allocation of consumer debtors of 
R50 522 949 (2010: R35 271 749) disclosed in note 10 to the financial statements. EX 62 

Revenue 

9. Management failed to review and respond to monthly exception reports regarding metered 
service charges. I was unable to obtain sufficient appropriate audit evidence that revenue from 
metered service charges were correctly recorded. Alternative procedures indicated anomalies 
in the charging of basic water and electrical meter reading services of R1 874 538. The 
municipality’s records did not permit the application of further alternative audit procedures. 
Consequently, I was unable to determine the occurrence, accuracy, completeness, and 
classification of service charges of R107 411 285 as disclosed in note 21 to the financial 
statements. EX 138 EX 139 EX 142 

Expenditure 

10. I was unable to obtain sufficient appropriate audit evidence for repairs and maintenance of 
R2 428 281 (2010: R5 915 227) included in repairs and maintenance of R4 110 139 disclosed 
in the statement of financial performance. The municipality’s records did not permit the 
application of alternative audit procedures. Consequently, I was unable to satisfy myself as to 
the occurrence, completeness, accuracy and classification of this expenditure. EX 90 

11. I was unable to obtain sufficient appropriate audit evidence for bulk purchases of R8 264 052. 
Furthermore, the municipality failed to include an amount of R6 787 120 for water purchases 
in the accruals list resulting in an understatement of accruals and bulk purchases of 

R6 787 120 respectively. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently, I was unable to satisfy myself as to the 
occurrence, completeness, accuracy, and classification of bulk purchases of R45 785 826 
(2010: R34 566 552) disclosed in the statement of financial performance. EX 58 EX 111 

12. I was unable to obtain sufficient appropriate audit evidence for journal entries of R108 986 967 
(R95 609 841). The municipality’s records did not permit the application of alternative audit 
procedures. I could not practicably determine the effect on the other account balances or 
classes of transactions contained in the financial statements. EX 108 

Trade and other payables 

13. I was unable to obtain sufficient appropriate audit evidence for trade and other payables from 
exchange transactions of R120 253 363 as disclosed in note 19 to the financial statements. 


The municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to satisfy myself as to the existence, completeness, valuation and 
obligations of trade and other payables from exchange transactions. EX 58 EX 101 EX 112 

EX 120 EX 132 

Change in accounting policies 

14. During the year a change in accounting policy was made. Game animals are no longer 
disclosed as inventory, but as biological assets. The required disclosure in terms of SA 
Standards of GRAP, GRAP 3, Changes in Accounting Policies, Changes in Accounting 
Estimates and Errors was not included in the financial statements. Consequently, I was unable 
to determine the completeness, occurrence, classification and understandability of this change 
in accounting policy. EX 135 

Accumulated surplus 

15. I was unable to obtain sufficient appropriate audit evidence for prior year adjustments of 
R3 209 746 included in the accumulated surplus of R41 028 370 (2010: R32 754 452) 
disclosed in the statement of changes in net assets and statement of financial position. I could 
not practicably determine the effect thereof on the other account balances or classes of 
transactions contained in the financial statements as the municipality failed to include the 
required disclosure in terms of SA Standards of GRAP, GRAP 3, Changes in Accounting 
Policies, Changes in Accounting Estimates and Errors. The municipality’s records did not 
permit the application of alternative audit procedures. Consequently, I was unable to satisfy 
myself as to the occurrence, accuracy and valuation, completeness and classification and 
understandability of the accumulated surplus. EX 129 

Government grant reserve 

16. I was unable to obtain sufficient appropriate audit evidence for the government grant reserve 
of R92 154 045 (R93 075 918) as disclosed in note 13 to the financial statements. The 
municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to satisfy myself as to the existence, valuation and allocation, 
completeness, rights and obligations of the government grant reserve. EX 75 EX 78 

Unauthorised, irregular, fruitless and wasteful expenditure 

17. Section 125 of the MFMA requires disclosure of material irregular expenditure. I identified 
awards of R17 297 621 (2010: R27 315 888) made in contravention of the municipality’s 
supply chain management policy, thus resulting in irregular expenditure. This was not 
disclosed in the notes to the financial statements. EX 114 EX 117 EX 134 

18. I was unable to obtain sufficient appropriate audit evidence that awards of R13 389 213 
(R21 585 476) were made in terms of the municipality’s supply chain management policy. The 
municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to satisfy myself that all material irregular expenditure has been 
disclosed in the notes to the financial statements and I could not practicably quantify the 
resulting misstatement. EX 114 

VAT Receivable 

19. I was unable to obtain sufficient appropriate audit evidence for the VAT receivable of 

R7 150 762 disclosed in note 9 to the financial statements. Alternative procedures indicated a 
difference of R2 741 453 between the financial statements and the underlying returns. The 
municipality’s records did not permit the application of further alternative audit procedures. 
Consequently, I was unable to satisfy myself as to the existence, completeness, valuation and 
allocation, and rights and obligations of the VAT receivable. EX 144 EX 153 


Commitments 

20. I was unable to obtain sufficient appropriate audit evidence for commitments disclosed in note 
33 to the financial statements. Alternative procedures indicated an unexplained difference 
between the commitment list and note 33 of R2 593 120 for “Already contracted for but not 
provided for” and R46 108 488 for “Not yet contracted for and authorised”. The municipality’s 
records did not permit the application of further alternative audit procedures. Consequently, I 
was unable to determine the completeness, occurrence, accuracy and valuation and 
classification and understandibility of commitments. EX 80 

Cash flow statement 

21. I was unable to obtain sufficient appropriate audit evidence for amounts and disclosures 
included in the cash flow statement and notes thereto. I performed alternative procedures and 
found incorrect calculations and disclosures in the cash flow statement and notes thereto. 
Consequently, I was unable to determine the accuracy and valuation, completeness and 
classification and understandability of the cash flow statement and notes thereto. EX 157 

Disclaimer of opinion 

22. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matters 

23. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Going concern 

24. As disclosed in note 37 to the financial statements the municipality incurred a net loss of 
RIO 594 768 (2010: R34 342 356) for the year ended 30 June 2011. As of 30 June 2011, the 
municipality’s current liabilities exceeded its current assets with R106 238 696 

(2010: R96 542 756). These conditions, along with other matters as disclosed in note 37, 
indicate the existence of a material uncertainty that may cast significant doubt on the 
municipality’s ability to continue as a going concern. 

Fruitless and wasteful expenditure 

25. As disclosed in note 38 to the financial statements fruitless and wasteful expenditure of 

R7 623 460 (2010: R6 224 403) was incurred mainly due to interest and penalties on arrear 
payments. 

Additional matter 

26. I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

27. The supplementary information set out on pages [XX] to [XX] does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

28. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, we include below our findings on the 
annual performance report as set out on pages [XX] to [XX] and material non-compliance with 
laws and regulations applicable to the municipality. 


Predetermined objectives 
Usefulness of information 

29. The reported performance information was deficient in respect of the following criteria: 

• Consistency: Objectives, indicators and targets are consistent between planning and 
reporting documents 

• Relevance: A clear and logical link exists between the objectives, outcomes, outputs, 
indicators and performance targets 

• Measurability: Indicators are well-defined and verifiable, and targets are specific, 
measurable and time-bound 

The following audit findings relate to the above criteria: 

Planned and reported targets are not specific 

30. For the selected objectives, 100% of the planned and reported targets were not specific in 
clearly identifying the nature and the required level of performance. 

Planned and reported indicators are not well defined 

31. For the selected objectives, 100% of the planned and reported indicators were not clear, as 
unambiguous data definitions were not available to allow for data to be collected consistently 
and be easy to understand and use. 

Planned and reported indicators are not verifiable 

32. For the selected objectives, valid performance management processes and systems that 
produce actual performance against the planned indicators do not exist for 100% of the 
indicators. 

Reliability of information 

33. The reported performance information was deficient in respect of the following criteria: 

• Validity: The reported performance has occurred and pertains to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual performance 
have been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have been 
included in the reported performance information. 

The following audit findings relate to the above criteria: 

The validity, accuracy and completeness of reported performance against indicators could not be 

confirmed as no supporting source information was provided 

34. For the selected objectives the validity, accuracy and completeness of 100% of the reported 
indicators and targets could not be established as sufficient appropriate audit evidence could 
not be provided. 

Compliance with laws and regulations 
Strategic planning and performance management 

35. The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players as required by sections 38, 39, 40 and 41 of 


the Municipal Systems Act (MSA) and Municipal Planning and Performance Management 
Regulations 7 and 8. 

Budgets 

36. The mayor did not submit all quarterly reports to council on the implementation of the budget 
and the financial state of affairs of the municipality within 30 days after the end of each 
quarter, as required by section 52(d) of the MFMA. 

37. The accounting officer did not always submit the monthly budget statements to the mayor 
and/or the relevant provincial treasury, as required by section 71(1) of the MFMA. 

Annual financial statements, performance and annual report 

38. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer audit opinion. 

39. The accounting officer did not submit the financial statements of the municipality for auditing, 
within two months after the end of the financial year as required by section 126(l)(a) of the 
MFMA. 

40. Late submission of the annual financial statements to the Auditor-General for auditing was not 
appropriately addressed by the mayor as per the requirements of section 133(1) of the MFMA. 

41. The mayor did not table, in council, the 2009/2010 annual report of the municipality, within 
seven months after the end of the financial year as required by section 127(2) of the MFMA. 

42. The performance report for the financial year under review was not prepared as required by 
section 46 of the MSA and section 121(3)(c) of the MFMA. 

Audit committees 

43. The audit committee did not function as required by section 166 of the MFMA, in that: 

• The audit committee did not advise the accounting officer and/or the management staff of 
the municipality on matters relating to performance management and compliance with 
applicable legislation and/or performance evaluation 

• The audit committee did not review the annual financial statements: 

• The audit committee did not respond to the council on any issues raised by the Auditor- 
General in the audit report. 

• The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information 

44. The performance audit committee or another committee functioning as the performance audit 
committee did not perform the following as required by Municipal Planning and Performance 
Management Regulation 14: 

• meet at least twice during the financial year 

• review the quarterly reports of the internal auditors on their audits of the performance 
measurements of the municipality 

• review the municipality’s performance management system and make recommendations in 
this regard to the council of the municipality 

• submit an auditor’s report to the council regarding the performance management system at 
least twice during the financial year. 

Internal audit 

45. Internal audit did not report to the audit committee on matters relating to compliance with the 
MFMA, the DoRA and other applicable legislation as required by section 165(2)(b) of the 
MFMA. 


46. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes as 
required by section 45(l)(a) of the MSA and Municipal Planning and Performance 
Management Regulation 14. 

Procurement and contract management 

47. Goods and services with a transaction value above R200 000 were procured without inviting 
competitive bids as per the requirements of SCM regulations 19(a) and 36(1). 

48. Awards were made to providers whose tax matters had not been declared by the South 
African Revenue Services to be in order as required by SCM regulation 43. 

49. Awards were made to suppliers that did not score the highest points in the evaluation process 
as per the requirements of section 2(l)(f) of Preferential Procurement Policy Framework Act. 

50. Awards were made to providers who are persons in service of other state institutions in 
contravention of the requirements of SCM regulation 44. Furthermore the provider failed to 
declare that he/she is in the service of the state as required by SCM regulation 13(c). 

51. Sufficient appropriate audit evidence could not be obtained that contracts amounting to 
R13 389 213 was procured in accordance with legislative requirements and the SCM policy. 

Human resource management and compensation 

52. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by sections 57(l)(b) and 
57(2)(a) of the MSA. 

53. The municipal manager did not sign an annual performance agreement for the year under 
review, as required by sections 57(l)(b) and 57(2)(a) of the MSA. 

Expenditure management 

54. Money owing by the municipality was not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the MFMA. 

55. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of expenditure control, including procedures for the 
approval, authorisation, withdrawal and payment of funds, as required by section 65(2)(a) of 
the MFMA. 

56. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised 
accounted for creditors of the municipality as required by section 65(2)(b) of the MFMA. 

57. The accounting officer did not take reasonable steps to prevent unauthorised, irregular and 
fruitless and wasteful expenditure, as required by section 62(l)(d) of the MFMA. 

58. The municipality did not recover unauthorised, irregular or fruitless and wasteful expenditure 
from the liable person, as required by section 32(2) of the MFMA. 

Conditional grants 

59. The municipality did not always submit monthly reports to the transferring national officer, the 
National Treasury and the Provincial Treasury on spending and financial performance in 
respect of the allocations received, as required by section ll(2)(b) of the DoRA and section 
71(5) of the MFMA. 

60. The municipality did not always submit quarterly reports to the transferring national officer on 
non-financial performance in respect of the allocation received as required by section ll(2)(c) 
of the DoRA. 

61. The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months after the 
end of the financial year as required by section 11(6) of the DoRA. 


Revenue management 

62. Revenue received by the municipality was not always reconciled at least on a weekly basis, as 
required by section 64(2)(h) of the MFMA. 

63. A credit control and debt collection policy was not maintained or implemented as required by 
section 96(b) of the MSA. 

64. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised revenue 
when it is earned, as required by section 64(2)(e) of the MFMA. 

Asset management 

65. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality as required by section 63(2)(a) of the MFMA. 

66. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets (including an asset register) 
as required by section 63(2)(c) of the MFMA. 

INTERNAL CONTROL 

67. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to my 
audit, but not for the purpose of expressing an opinion on the effectiveness of internal control. 
The matters reported below are limited to the significant deficiencies that resulted in the basis 
for disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with laws and regulations included in this report. 

Leadership 

68. The council’s philosophy does not promote effective leadership based on ethical business 
practices and good governance, protecting and enhancing the interest of the entity and failed 
to exercise oversight responsibility regarding financial and performance reporting as well as 
compliance and related internal controls. 

69. The council failed to ensure that adequate and sufficiently skilled resources are in place and 
that performance is monitored to ensure that policies and procedures are established and 
communicated to enable and support the execution of internal control objectives, processes 
and responsibilities. 

70. The council failed to develop and monitor the implementation of action plans to address 
internal control deficiencies. 

Financial and performance management 

71. Management failed to implement proper record keeping to ensure that complete, relevant and 
accurate information is accessible and available to support financial and performance 
reporting. 

72. Management failed to implement controls over daily and monthly processing to ensure the 
preparation of regular, accurate and complete financial and performance reports that are 
supported by reliable information. 

73. Management failed to review and monitor compliance with applicable laws and regulations. 

Governance 

74. The audit committee failed to promote accountability and service delivery through evaluating 
and monitoring responses to risks and providing oversight over the effectiveness of the 
internal control environment, including financial and performance reporting and compliance 


with laws and regulations. 

75. The internal audit failed to implement appropriate risk management activities to ensure regular 
risk assessments are conducted. The fraud prevention and risk strategy to address the risks 
are not developed and monitored. 


Rustenburg 
13 December 2011 
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